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Part A — Multiple Choice Questions 


(Each question is worth 2 marks, for a total of 60 marks) 


Candidates MUST answer all THIRTY (30) multiple choice questions on the Answer Sheet provided 
on Page 9 of this examination paper. 


Question 1 


The term “hazard” refers to: 
(a) the same as the term peril 
(b) acondition that increases the chance of a loss 
(c) the same thing as risk 
(d) uncertainty regarding loss 


Question 2 


To be technically correct, we should define “fire” as: 
(a) a peril 
(b) ahazard 
(c) arisk 
(d) any of the above is correct 


Question 3 


A business firm with an inventory of obsolete stock and large outstanding debts might represent: 
(a) amoral hazard 
(b) amorale hazard 
(c) aphysical hazard 
(d) none of the above 


Question 4 


Risk management contributes to organization profit by: 
(a) reducing the expenditures on insurance 
(b) reducing the cost of losses 
(c) allowing the organization to engage in certain speculative risks 
(d) all of the above 


Question 5 


Involuntary retention occurs when: 
(a) _ the risk is not recognised 
(b) insurance coverage is not available 
(c) insurance does not cover the intended exposure 
(d) all of the above 


Question 6 


The step in the risk management process that is most likely to be overlooked is: 
(a) determination of objectives 
(b) risk identification 
(c) evaluating risks 
(d) evaluation and review 
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Question 7 


The four elements of an insurable risk: 
(a) require that the probability of loss be known 
(b) include the requirement of economic feasibility 
(c) must be present or the exposure cannot be insured 
(d) are desirable, but some insurable risks do not possess them 


Question 8 


According to the law of large numbers, as the number of exposure units is increased: 
(a) the chance of loss declines 
(b) the chance or probability of loss increases 
(c) the accuracy of predictions should be better 
(d) the accuracy of predictions should remain about the same 


Question 9 


Adverse selection is a term used to describe: 
(a) the choice of the wrong insurance to fit a specific need 
(b) an underwriting error on the part of an insurance company 
(c) the tendency of the poorer than average risks to seek insurance to a greater extent than do 
the better than average risks 
(d) a loss situation in which the chance of loss cannot be determined 


Question 10 


Insurance intermediaries comprise “insurance agents’ and ‘insurance brokers’. An ‘insurance broker’ 
has authority to: 

(a) bind an insurer to a new risk 

(b) act on behalf of their principle in the insurance market 

(c) act as agents for insurers 

(d) to operate without an Australian Financial Services Licence 


Question 11 


The general definition of a ‘financial product’ under the Corporations Act 2001 includes: 
(a) managing a financial risk 
(b) settling claims 
(c) providing product information to clients 
(d) providing insurance assessing services 


Question 12 
General and life insurance companies are regulated by: 
(a) ASIC 
(b) ACCC 
(c) RBA 
(d) APRA 
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Question 13 


There are four key concepts that apply to insurance law: 
(a) insurable interest, common law, utmost good faith and subrogation 
(b) insurable interest, indemnity, common law and subrogation 
(c) insurable interest, indemnity, utmost good faith and subrogation 
(d) all of the above 


Question 14 


The principle of indemnity requires that: 
(a) insurance rates must neither be too high nor too low 
(b) the insured should be paid for the loss he/she suffers and no more 
(c) people who have accidents must pay for the losses that result 
(d) the insured must be paid the benefits that his/her premium has purchased 


Question 15 


In an insurance contract, subrogation provides that: 
(a) three parties may collect from the insurer as a result of one negligent act 
(b) the insured’s right to collect from a negligent third party is transferred to the insurer to the 
extent he or she receives payment from the insurer 
(c) the insured must give up the right to receive damages from the insurance company 
(d) the insured may collect from hi/her insurer and the negligent party’s insurer 


Question 16 


Mary Hiduka is considering taking out an income protection policy with her Insurance Company. The 
types of information that she must disclose include: 

(a) all childhood illnesses 

(b) health conditions that may influence the company’s underwriting decision 

(c) any genetic illnesses that may exist in the family 

(d) all material facts not specifically asked for in the proposal form 


Question 17 


Which of the following is not a requirement of a legally binding contract? 
(a) offer and acceptance 
(b) written 
(c) legality of purpose 
(d) consideration 


Question 18 


Which of the following would permit the insurance company to void your motor vehicle policy? 
(a) concealing the fact that your brother was convicted of drink driving 
(b) misstating your age 
(c) driving without a license 
(d) lending your car to someone who has a license 
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Question 19 


Where a loss occurs under a policy, it is the insured’s responsibility to show that: 
(a) _ that the loss is covered by the policy 
(b) an exception does not apply 
(c) only part of the loss is covered by the policy 
(d) a warranty does not apply 


Question 20 


If an insurance company is solvent, this means: 
(a) it has the capacity to meet its long-term liabilities 
(b) it has an appropriate mix of capital 
(c) it meets its Prudential Capital Requirement 
(d) all of the above 


Question 21 


Facultative reinsurance is a type of reinsurance which is: 
(a) Insurance that is automatically accepted by a panel of insurers 
(b) Where an another insurer pays an amount that is not limited to a proportion of the risk 
accepted 
(c) A type of indemnity policy 
(d) Where a portion of an individual risk is offered to another insurer 


Question 22 


Which of the following is not a characteristic of a hard insurance market? 
(a) Insurers are making less profit 
(b) Insurers have a desire for a larger market share 
(c) Competition has increased 
(d) Underwriting terms and conditions are tight 


Question 23 


If the combined ratio of a general insurance company exceeds 100 per cent then this company is: 
(a) About to go broke 
(b) Making an underwriting loss 
(c) Making an underwriting profit 
(d) About to receive a visit by APRA to explain what risk management steps are in place to 
rectify the problem 


Question 24 


Term life insurance policies pay out the sum insured as a: 
(a) Death benefit only 
(b) Terminal illness benefit only 
(c) Death benefit and terminal illness benefit if required 
(d) Combination of a death benefit, terminal illness benefit and return of premiums paid 
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Question 25 


A life insurance death benefit paid out of a superannuation fund will be paid to a: 
(a) Beneficiary free of tax 
(b) Non-beneficiary free of tax 
(c) Paid to a beneficiary less 15 per cent tax 
(d) Paid to anon-beneficiary less 10 per cent tax 


Question 26 


Compulsory third party insurance will provide an insured protection for: 
(a) Panel damage to a third party vehicle 
(b) Compensation for damages to third party property 
(c) Compensation for damages to public authority’s property 
(d) Compensation to third parties for their injuries 


Question 27 


A sickness allowance is paid to: 
(a) Unemployed people who contract swine flu 
(b) Self-employed who do not intend to resume their work when fit 
(c) People who are temporarily unable to work owing to a medical condition 
(d) Employed people who have been sick for at least six weeks 


Question 28 


Which of the following is not covered by Compulsory Third Party (CTP) insurance? 
(a) Physical injuries to passengers of the negligent driver 
(b) Injuries that occurred while employed driving a work delivery van 
(c) Injuries to the at-fault driver with at-fault driver protection 
(d) Injuries to a cyclist 


Question 29 


Which of the following items are not covered by Medicare? 
(a) Consultation fees for doctors 
(b) Tests and examinations by medical practitioners 
(c) Most surgical procedures performed by doctors 
(d) Costs of ambulance services 


Question 30 


Private health insurance is characterised by: 
(a) Individual underwriting 
(b) Exclusion of pre-existing conditions 
(c) Community rating 
(d) Hospital cover only 
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Part B — 4 short essay questions 
(Each question is worth 10 marks, for a total of 40 marks) 


Candidates MUST answer all FOUR (4) questions in the Answer Books provided. 
There are no word limits for this part, but be ‘clear, concise and effective.’ 


Question 1 


Joyce owns a Ford Explorer and her friend Sharon owns a Jeep. Both vehicles have full 
comprehensive motor vehicle insurance with a $500 policy deductible. 


Required: 

Discuss the following questions: 

(a) Joyce borrowed Sharon’s fully registered Jeep when her explorer was in the shop to replace 
recalled tires. While driving the jeep, she was seriously injured by an uninsured drunk driver 


driving an unregistered car. In addition, the Jeep is a total loss. When Sharon lodged a claim for 
the damage to her Jeep, her insurer declined her claim because it was being driven by Joyce. 


e Will Joyce have any cover for her serious personal injuries? (2 marks) 
e Is the insurance company’s action to decline the claim for damage to Sharon’s car correct? 
Why or why not? (2 marks) 


(b) Ifthe drunk driver’s car was comprehensively insured, would he receive an insurance payout? 
Explain. (2 marks) 


(c) Now that Sharon has no car and Joyce is in hospital, Sharon is driving Joyce’s Explorer. With 
her three children in the car, the Explorer slid off the road during a heavy storm and hit a tree. 
She is not injured, but the children are taken to the emergency ward with a number of injuries. 
The Explorer is extensively damaged. 


e If it transpires that the tread on the Explorer’s tires is below the legal requirement (ignore 
the recalled tyres), will Joyce’s insurer decline this claim? Why or why not? Explain. 
(2 marks) 


e Will the children be able to receive any compensation for their injuries? Explain. 
(2 marks) 


Question 2 


When effecting contracts of insurance, an insured (or proposer) has a duty to disclosure certain 
information to the insurer. In relation to this duty, answer the following questions: 


(a) What is the purpose of the duty of disclosure, (4 marks) 
(b) What remedies are available for a life insurer if an insured fails to disclose a material fact? And 


(4 marks) 
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(c) Discuss the extent (length) of an insured’s duty of disclosure under a contract of: 


(i) life insurance, and (1 mark) 
(ii) general insurance, (1 mark) 
As required by the Insurance Contracts Act 2001 (Cth). 


Question 3 


Several methods are available for handling risk. However, certain techniques are more appropriate 
than others in a given situation. Fully explain, with examples the following: 


(a) (1) Should retention be used in those situations where both loss frequency and loss severity 


are high? (2 marks) 
(2) If retention is used, how can its effects be reduced? (2 marks) 
(3) Explain why loss control is a highly desirable method of handling risk. (3 marks) 
(b) Why the terms ‘chance of loss’ and ‘risk’ are not the same thing. Provide examples to support 
your argument. (3 marks) 
Question 4 
Discuss, with examples: 
(a) The purpose of warranties and clauses contained in insurance contracts, and (5 marks) 
(b) How does the Insurance Contracts Act (1984) restrict their effectiveness? (5 marks) 
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NAME: 


STUDENT NUMBER: 


PART A —- MULTIPLE CHOICE ANSWER SHEET 


Please circle your answers on the sheet below. 


i? a b c d 
2 a b c d 
3. a b c d 
4. a b Cc d 
=H a b c d 
6. a b c d 
hs a b Cc d 
8. a b Cc d 
9. a b Cc d 
10. a b c d 
ice a b c d 
12; a b g d 
13: a b Cc d 
14. a b Cc d 
rs. a b Cc d 
16. a b c d 
7. a b c d 
18. a b c d 
19. a b o d 
20. a b Cc d 
pat a b c d 
22. a b c d 
23. a b Cc d 
24. a b Q d 
25. a b c d 
26. a b Cc d 
2: a b a d 
28. a b Cc d 
29. a b c d 
30. a b Cc d 


Please remember - This examination question paper MUST BE HANDED IN. Failure to do so may 
result in the cancellation of all marks for this examination. 
Writing your name and number on the front will help us confirm that your paper has been returned. 


